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Advisory Commission on Intergovern-
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Agreement among Underwriters (AAU),
91
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municipal bonds and, 145-146
Ambac Financial Group (AMBAC),
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American Bankers Association, 20
American Capital Access (ACA), 14
American Institute of Certified Public
Accountants, 78
American Stock Exchange, continuing
education and, 19
Antifraud laws, 215-218
Appropriation-backed obligations, 57
Arbitrage, definition of, 74
Arbitrage bonds, tax exemption and,
210
Arbitrage rebate specialists, definition
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Asset Guaranty, 14
Authorities, 50-51
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cal Government Financial
Emergencies, 159
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Bankruptcy Reform Act of 1978, 18
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Bond counsel, 10

opinion of, 10, 40-41, 70
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Bond insurance:
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Bond Market Association, x

Agreement among Underwriters and, 91

investing and, 149
over-the-counter market and, 105
recommendations of, for official
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Swap Index, 225, 226-227
Bond purchase agreement (BPA):
definition of, 72
See also Contract
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Bonds:
airport, 189

alternative minimum tax and, 145-146

bond premium and, 141

borrowing to buy tax-exempt bonds
and, 144

capital gains and losses and, 139

categories of, 59
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college and university, 187

credit analysis of, 181-190

definition of, 21

discount, 73

dollar, 115

electric utility, 186

facility bonds and, 61-62

first recorded, 49

flow of funds of, 183

general obligation (GO), 55-57, 182

credit analysis of, 172-181

definition of, 4-5, 33

primary market and, 82-84
general revenue, 115

government credit-enhancement, def-

inition of, 57
health care, 59-60, 115, 186-187
high-yield, 115

higher education and, 59-60
housing, 60-61, 115, 187-188
industrial development, tax exemp-
tion and, 209-210
industrial revenue, 189
investing in, 126-158
basic principles of, 126-130
limited tax, definition of, 56
long-term, issues of, 5
market discount and, 141-143
moral obligation, definition of, 57
multifamily housing revenue, 188
not-for-profits, 59-60, 187
original issue discount (OID), 73,
139-140
pollution control, 61-62, 189
premium, 73
rates of, 202-205
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203-205
supply and demand and, 202
upward-sloping yield curve and, 205
volatility and, 203
redemption of bonds at a premium
and, 144
reporting tax-exempt interest and, 145
sale of, 108-109
securitized revenue, definition of, 62
security for, 55-62
revenue bonds and, 58-62
tax-backed bonds and, 55-58
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social security benefits and, 146
solid waste, 186
special assessment, definition of, 58
special-purpose district, definition of,
58
special-tax, definition of, 58
state tax treatment and, 146-147
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structured, 189
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tax-backed, 5, 55-58
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tax exemption of, 27-33
tax-increment, definition of, 58
taxation of, 32-33, 138-147
toll-road, 188
trade of, 109-115
characteristics of, 111
specialists and, 114
transit revenue, 189
transportation and, 61
types of, 33
unlimited tax, definition of, 56
utilities and, 59
water and sewer system, 186
yields, 112
zero coupon, definition of, 21
Book-entry securities:
definition of, 46
interest on, 47
Borah, William E., 208
Brokers, municipal bond. See Brokers’
brokers
Brokers’ brokers:
bid-wanted business and, 9
definition of, 9
municipal bond trading and, 109

Call features:
extraordinary, 129-130
mandatory sinking fund, 129-130
optional, 129-130
Call privilege, 73-74
Call provisions, 43-46
Municipal Securities Rulemaking
Board and, 46
Canadian interest cost. See True inter-
est cost (TIC)
Capital improvement plan, 62
Capital markets, definition of, 9
Capital Markets Assurance Corp.
(CapMAC), 14
Certificate of participation (COP), 57-58
Chicago Board of Trade (CBOT), mu-
nicipal futures and, 116
Chicago Board Options Exchange, con-
tinuing education and, 19

Civil War, 49
Closing documents, definition of, 72
Codification of Governmental Ac-
counting and Financial Report-
ing Standards, 81
Commercial paper:
definition of, 35
tax exemption of, 35
Committee on Uniform Security Identi-
fication Procedures (CUSIP) Ser-
vice Bureau, 20
Commodities Futures Trading Commis-
sion, 116
Competitive sale, definition of, 7
Comprehensive annual financial report,
80
Concession order, 100
Consensus scale, definition of, 93
Constant yield to maturity (CYM),
140-142
Continuing disclosure agreement, 72
Convertible-coupon bonds, definition
of, 43
Convexity, definition of, 148
Counsel, 11
Coupon, definition of, 22
Covenants, 184-185
Coverage ratio, definition of, 190
Credit analysis, 159-192
economic analysis and, 177-178
financial factors and, 179-180
management factors and, 180-181
Credit enhancement documents, 70
Credit enhancers, 12-15
banks and, 15
bond insurers and, 13-15
definition of, 12
Credit risk, 226
definition of, 108, 135
Credit spreads, 111
Credit, municipal, quality of, 159-161
Cross-matching systems, 107
Crossover refunding, 76
Current refunding, 75
CUSIP number, 22
municipal bond trading and, 114
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Dated date, definition of, 47
Dealer systems, 107
Dealers, municipal bond, 6-9
capital markets and, 9
definition of, 6
operations and, 9
public finance and, 6-7
research and credit and 8-9
sales and, 8
sales liaison and, 8
trading and, 7-8
underwriting and, 7
Debt, impact of, 72-78
Debt, municipal:
average gross underwriting spreads, 88
general use of proceeds, 85
Great Depression and, 49
history of, 49-50
long-term issuance of, 84
major purposes of short- and long-
term, 54
pay-as-you-go vs. pay-as-you-use,
51-53
railroads and, 49
theory of, 51-53
uses of, 6, 53-55
World War II and, 49-50
Debt service schedules:
ascending debt, 73
declining debt, 72
level debt, 72
level principal, 72
Deemed final official statement, defini-
tion of, 66-67
Demand obligations. See Variable-rate
demand obligations (VRDOs)
Democracy in America, ix
Depository Trust and Clearing Corpo-
ration (DTCC), 15-16
bearer bonds and, 46-47
registered bonds and, 46-47
Derivatives, definition of, 224
Direct and overlapping net debt. See
Overall net debt
Disclosure Guidelines for State and Lo-
cal Government Securities, 67

Disclosure requirements, 206-223

Distressed City Assistance Program, 31

Diversification, 137

Dollar bonds, 115

Dollar volume, changes in, 2

Double-barreled bonds, definition of,
33,58

Due diligence, definition of, 10

Duration, definition of, 148

Dutch auction securities, 38-39

Eastern account, definition of, 96
E-commerce, 105-108
Education, 59-60
Electronic trading systems, 107-108
Enhancement, bank credit, variability
in, 15

Escrowed to maturity (ETM), 75
Evans v. Gore, 208
Event risk, 226

definition of, 135
Expectations theory, problems of, 201

Federal Open Market Committee
(FOMC), 195
Federal Register, rules published in,
220
Federal Reserve, interest rates and,
194-196
Financial Accounting Foundation, 78
Financial Accounting Standards Board
(FASB), municipal futures and,
119
Financial advisors, 11-12
functions of, 63-64
MSRB Rule G-38 and, 12
tasks of, 11
Financial Guaranty Insurance Com-
pany (FGIC), 14
Financial Modernization Act, 85
Financial reporting, 80-81
Financial Security Assurance (FSA)
Inc., 14
Financing, 62-65
capital improvement plan and, 62
documents of, 65-72
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bond counsel and, 70
bond purchase agreement and,
72
continuing disclosure agreement
and, 72
credit enhancement documents
and, 70
guidelines for, 67-68
lease agreement and, 66
official statement and, 66-67
political factors and, 62-63
selection of team and, 63-64
underwriting and, 64-65
Firm Element, 19
Fitch:
credit analysis and, 161
ratings by, 12, 13
ratings, definitions of, 169-171
Fitch Alert, 172
Floating-to-fixed-rate swap, 225
Flow of funds, 66
Flow of Funds Accounts of the United
States, 197
Forward supply contracts, 229
Forward swap, definition of, 228
Full cash refunding, 76
Full faith and credit, 55-56
Fund accounting, 78-79
Funds:
capital projects, 79
debt-service, 79, 183
enterprise, 79
fiduciary, 79
general, 79
government, types of, 79
internal service, 79
mutual, 151-153
managed funds and, 151
municipal securities as percentage
of, 153
unit investment trusts and, 151
proprietary, 79
renewal and replacement, 184
reserve maintenance, 184
special revenue, 79
Futures, municipal, 116-119

General obligation (GO) bonds. See
Bonds, general obligation (GO)

General revenue bonds, 115

Generally accepted accounting prin-
ciples (GAAP), 80

General-purpose financial statements,
80

Glass-Steagall Act. See Banking Act of
1933

Government Finance Officer’s Associa-
tion (GFOA), 216

official statement and, 67

Government, units of, 3—6

Governmental Accounting Standards
Board (GASB), 78

financial reporting and, 80-81

Great Depression, 49

Gross lien bonds, definition of, 182

Gross refunding. See Full cash refunding

Gross spread, definition of, 86

Group net orders, 100

Guaranteed investment contracts
(GICs), 214

Health care bonds, 59-60, 115
High-yield bonds, 115

Hold order, definition of, 38
Hoot and holler, 109

Housing bonds, 60-61, 115

Indenture, 65-66, 181-182
Interdealer systems, 107-108
Interest disallowance rule, 144-145
Interest rate cap, definition of, 227
Interest rate collar, definition of, 228
Interest rate floor, 227-228
Interest rate swaps, 224-227
definition of, 224
Interest rates, 193-223
business cycle and, 193-194
expectations and, 200-201
Federal reserve and, 194-196
inflation and, 196-197
liquidity preference and, 201
market segmentation and, 202
nation’ flow of funds and, 197
Internal Revenue Code of 1986, 27
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Internal Revenue Service Code, revenue
bonds and, 60
Investing:
banks and, 153-155
capital appreciation and, 134
capital preservation and, 134
current income and, 133
individual investors and, 148-149
in-state tax exemption and, 134
objectives of, 133-135
property and casualty insurance
companies and, 155-158
risk factors of, 135-136
spread relationships and, 147
strategies of, 136-138
timing the maturity and, 134
Investment Advisors Act of 1940, 18
Investment agreements, 229
Investment Bankers Association of
America (IBAA), x
Investment Company Act of 1940, 18
Investors, 18-19
categories of, 17
Municipal Securities Rulemaking
Board and, 18-19
National Association of Securities
Dealers and, 19
three classes of, 16-17
Issuance:
long-term refunding bond, 75
short- and long-term municipal secu-
rities, 83
short-term, as percentage of all-new
municipal issuance, 35
Issuers, 3—-6, 49-81
expenses of, 87
largest long-term, 55

Junior-lien bonds. See Subordinate-lien

bonds

Laddering, 136-137
Lawyers, 10-11
bond counsel and, 10
other counsel and, 11
underwriter’s counsel and, 10-11
Lease agreement, 66

Leases, 57

Letters of credit. See Bank letters of
credit

Lines of credit. See Bank lines of credit

London Interbank Overnight Rate
(LIBOR), 225

Maloney Act of 1938, amendments to,
19
Mandatory call, 45
Market risk, definition of, 108, 135-
136
Market spreads, 111
Market:
over-the-counter, vs. exchange, 104—
105
primary, 2-3, 82-103
flow of funds in, 4
issuance trends in, 82-84
size of, 39-40
secondary, 2-3, 104-125
size of, 39-40
Maturity date, example of, 44
McCulloch v. Maryland, 207
Members orders, 100
Modeling risk, 226
Modified duration, definition of, 148
Moody’s Investors Service, Inc., 161
ratings, definitions of, 162-165
ratings by, 12, 13
Moody’s Watchlist, 172
Mortgage pledge, 182
Mortgage Subsidy Bond Tax Act of
1980, 210
MSRB Rule G-8, record-keeping and,
124
MSRB Rule G-11, 100
MSRB Rule G-12:
orders and procedures and, 102
uniform practices and, 124-125
MSRB Rule G-15:
confirmation of transactions and,
124-125
orders and procedures and, 102
MSRB Rule G-23, negotiated under-
writing and, 90
MSRB Rule G-32, 41
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MSRB Rule G-38, financial advisors
and, 12
Municipal Assistance Corporation, 53
Municipal Bond Insurance Association,
14
Municipal Bond Investors Assurance
(MBIA) Corporation, 14
Municipal bond market, overview of,
1-20
Municipal derivatives specialists, defi-
nition of, 11
Municipal over bond (MOB) spread, 116
Municipal Securities Rulemaking
Board (MSRB), 18-19, 219-223
administrative rules of, 220-221
definitional rules of, 221
general rules of, 221
investing and, 149-151
operations rules of, 9
regulatory structure of, 219-220
role of banks in underwriting and,
85-86
Securities Exchange Commission
and, 18
record-keeping and, 124-125
Municipal securities:
basics of, 21-48
description of, 21-23

National Association of Securities
Dealers (NASD), 19, 220
registration rules of, 19
National Council on Governmental Ac-
counting (NCGA), 78
National Federation of Municipal Ana-
lysts, 216
official statement and, 67
Nationally Recognized Municipal Se-
curities Information Repository
(NRMSIR), 20
Negative convexity, definition of, 148
Negotiated sale, definition of, 7
Net cash refunding, 76
Net designated orders, 100
Net direct debt, definition of, 176
Net interest cost, formula for, 77

Net order, 100
Net revenue, definition of, 182
New York State Urban Development
Corporation, 159
New York Stock Exchange, continuing
education and, 19
Northern Pacific, 49
Notes, 34
bond anticipation (BANs), 34
general obligation, 34
grant anticipation (GANs), 34
revenue anticipation (RANs), 34
tax anticipation (TANs), 34
tax-based, 58
Not-for-profits, 59-60
Notice of sale, information included
on, 93-94

Odd lots, 115
Offerings, multiples of, 114
Office of Municipal Securities, 206—
207
Official statement (OS), definition of, 66
Operations, definition of, 9
Option-free bond, definition of, 126
Optional call, 43-45
Order period, definition of, 93
Orders, 100-103
priority of, 100-101
types of, 100
Original issue discount (OID), 139-
141
Out firm, definition of, 114
Overall net debt, 176

Panic of 1873, 49

Par, zero-coupon bonds and, 42

Philadelphia Stock Exchange, continu-
ing education and, 19

Political risk, definition of, 135

Pollock v. Farmers’ Loan and Trust
Company, 207-208

Pollution control, 61-62

Port Authority of New York and New
Jersey, 50

Positive convexity, definition of, 148
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Preliminary official statement (POS),
definition of, 66
Preliminary scale, definition of, 97
Prerefunding, 75
Present value:
definition of, 130
formula for, 131
Price, 23-25
Price volatility, definition of, 126—
127
Primary market auction systems, 107
Primary market. See Market, primary
Private activity bond (PABs), 146
tax exemption and, 210-211
Private placements, 64
Procedures, 99-103
Proposition 2%, 52
Proposition 13, 52
Proposition 218, 52
Protection. See Call privilege
Public Finance Information and Educa-
tion Committee, X
Public finance, 6-7
Public power, examples of, 59
Public Securities Association (PSA). See
Bond Market Association
Public Utility Holding Company Act of
1936, 18
Put, definition of, 15

Qualified tax-exempt obligations, defi-
nition of, 145

Rate lock agreements, 229
Rating:
agencies of, 12, 161-162
definition of, 12
process of, 171-172
changes in, 112-113
Red Book, 10
Red herring. See Preliminary official
statement (POS)
Redemptions, features of, 44
Refunding bonds, characteristics of,
74-75
Refundings, 72-76

Registered bonds, 4647
interest on, 47
Regulators, 17-18
Regulatory Element, 19
Regulatory requirements, 206-223
Reinvestment risk, definition of, 136
Repo:
definition of, 196
See also Repurchase agreements
Repurchase agreements, 228-229
Requests for Proposals (RFPs):
definition of, 7
research and credit and, 8-9
underwriting and, 7, 86
Research and credit, 8-9
Resolution, 65-66, 181-182
authorization of, 65
Retail order period, definition of,
101
Return:
internal rate of, 131
measures of, 130
Revenue anticipation notes (RANs),
174
Revenue bonds, definition of, 5, 33
Revenue lien, 181-182
Revenue Revision of 1942, 209
Reverse repo. See Reverse repurchase
agreements
Reverse repurchase agreements, 229
Revolving funds, definition of, 59
Risk, 135-136
Round lots, 115

Sales liaison, 8
Sealed bid sale. See Competitive sale
SEC Rule 15¢2-12, 20, 41, 67
amendments to, 96-97, 206-207
credit and research and, 96-97
municipal securities and, 215-217
underwriting and, 91
Secondary market. See Market, second-
ary
Sector spreads, 111
Securities Act of 1933, 18, 206, 214,
216
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Securities Act of 1934, 18
Securities Acts Amendments of 1975:
Municipal Securities Rulemaking
Board and, 219
Securities and Exchange Commission
(SEC):
enforcement by, of laws, 18
official statement and, 67
regulation and, 17-18
underwriting and, 92
Securities Exchange Act of 1934, 42,
206,214,216
investors and, 17-18
Securities Industry Association
(SIA), x
Securities, municipal:
federal involvement in, 206
as percentage of commercial bank
assets outstanding, 157
as percentage of property and casu-
alty company assets, 157
Securities, short-term, 33-39
Dutch auction securities and, 38-39
notes and, 34
tax-exempt commercial paper and,
35
tender option securities and, 39
variable-rate demand obligations
and, 36
Sell order, definition of, 39
Selling group, 90-91
Serial bonds, 42
Sinking funds:
optional vs. mandatory, 45
redemption of, 44
retirements of, 45
Social Security Act of 1983, 27
South Carolina v. Baker, 208-209
Special districts, 50-51
Spreads:
credit, 111-112
market, 111
sector 111
Squawk box, 109
Standard & Poor’s, 161
CUSIP Service Bureau and, 20

over-the-counter market and, 105
ratings by, 12, 13
ratings, definitions of, 165-169
Standard & Poor’s CreditWatch,
172
State and local government securities
(SLGSs), 74
State-aid intercept mechanism, defini-
tion of, 57
State-specific names bonds, 115
Strategies, for investing, 136-138
Strike rate. See Interest rate cap
Stripped bonds, definition of, 43
Subordinate-lien bonds, definition of,
182
Super sinker:
definition of, 45
maturity date of, 45
Swaption, 228
Syndicate:
definition of, 7
formation of, 90

Takedown order, 100
Tariff Act of 1894, 207
Tax, federal:
establishment of, 206
exemption of, 27-29, 207-209
formula for tax exempt—taxable
equivalent yield, 27-29
history of, 209-210
Tax, state, 29
Tax anticipation notes (TANs), 174
Tax Equity and Fiscal Responsibility
Act of 1982, 210
Tax Reform Act of 1984, bond is-
suance and, 32
Tax Reform Act of 1986:
arbitrage restrictions and rebate and,
211-212
bond issuance and, 32
investing and, 156
other restrictions and, 212
private activity bonds and, 211
recent changes and, 212-214
tax exemption and, 210-211
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Tax-backed bonds. See Bonds, tax-
backed

Tax-exempt commercial paper, 115

Tax-supported bonds. See Bonds, tax-
backed

Technology, 17, 105-108

use of, in secondary market, 105—

106

Tender option certificates, definition of,
39

Term bonds, 42

Term structure of interest rates, defini-
tion of, 198

Tocqueville, Alexis de, ix

Total direct debt, definition of, 174

Total return, definition of, 132-133

Trading, 7-8

Transcript of proceedings, definition of,
10

Transitional Finance Authority (TFA),
62-63

Transportation, 61

Treasury contracts, 229

Triborough Bridge and Tunnel Author-
ity, 50

True interest cost (TIC), 76-77

formula for, 76

Trust agreement, 65-66

Trust Indenture Act of 1939, 18

Trustee, functions of, 15

U.S. Energy Policy Act of 1992, 186
Underwriter’s counsel, 10-11
definition of, 10
Underwriters, financial advisors and,
11
Underwriting, 7
basics of, 85-90
competitive, 86-88, 93-99
account structures and, 95
advantages of, 88-89
credit and research and, 96-97
delivery of the bid and, 99
disadvantages of, 88-89
forming a syndicate and, 94-95
informing the market and, 93-94

preliminary scale and, 97-98
pricing call on day of bid and,
98-99

syndicate letters and, 95-96
use of internet and, 99-100

definition of, 2

expenses of, 86-87

negotiated, 86, 93
advantages of, 88-89
agreement among underwriters

and, 91

vs. competitive sales, 64—65
credit and research and, 91-92
disadvantages of, 88-89
forming a syndicate and, 90-91
marketing the bonds and, 92
pricing the bonds and, 92-93
selection of managers and, 90
selling groups and, 91

request for proposal and, 86

requests for proposals and, 7

role of banks in, 85-86

Upgrade, definition of, 12
Utilities, 59

Variable-rate demand obligations

(VRDOs), 36-38, 115, 163

as percentage of long-term market,
36

Bond Market Association Municipal
Swap Index and, 226-227

conversion to fixed rate and, 38

definition of, 21

demand feature and, 37

liquidity and/or credit support and,
37-38

variable interest rate and, 37

Washington Public Power Supply Sys-
tem (WPPSS), 159-160, 216

Western account, definition of, 96

Wilson-Gorman Tariff Act of 1894,
207

Wire house, definition of, 88

World War II, 50
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Yield, 23-25
current, 23-24
calculation of, 23-24
definition of, 26
measures of, 130-131
tax-equivalent, 133
to call, definition of, 26

to maturity, 24-26
calculation of, 25
to worst, definition of, 26
types of, 25-26
Yield curve, definition of, 198
Yield to maturity and price, 131-132

Zero-coupon bonds, definition of, 42
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